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BEFORE THE ARIZONA CORPORATION COMMINSIUN
COMMISSIONERS

JEFF HATCH-MILLER, Chairman
WILLIAM A. MUNDELL

MARC SPITZER

MIKE GLEASON

KRISTIN K. MAYES

IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-01345A-03-0437
ARIZONA PUBLIC SERVICE COMPANY FOR A
HEARING TO DETERMINE THE FAIR VALUE
OF THE UTILITY PROPERTY OF THE
COMPANY FOR RATEMAKING PURPOSES, TO
FIX A JUST AND REASONABLE RATE OF NOTICE OF FILING
RETURN TEHREON, TO APROVE RATE PLAN OF ADMINISTRATION FOR
SCHEDULES DESIGNED TO DEVELOP SUCH POWER SUPPLY ADJUSTOR
RETURN, AND FOR APPROVAL OF
PURCHASED POWER CONTRACT.

Commission Staff hereby gives notice of filing the Plan of Administration for the Arizona
Public Service Company (“APS”) Power Supply Adjustor (“PSA”™), as provided by Decision No.
68437. This notice is submitted by Staff on behalf of the parties. The Plan of Administration has
been provided to all Settling Parties for consideration and comment.

RESPECTFULLY SUBMITTED this 20th day of March, 2006.

I'/ Pa
ﬂ et Wagner, Attorne

dson Gellman, Attorney

Arizona Corporation Commission

1200 West Washington
Phoenix, Arizona 85 007
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Cogy of the foregoing mailed this
20" day of March, 2006, to:

Thomas L. Mumaw

Karilee S. Ramaley

Pinnacle West Capital Corporation
P. O. Box 53999, MS 8695
Phoenix, AZ 85072-3999

Kimberly Grouse

Snell & Wilmer

One Arizona Center

400 East Van Buren
Phoenix, AZ 85004-0001

Jana VanNess

Manager, Regulatory Compliance
Arizona Public Service

Mail Station 9905

P. O. Box 53999

Phoenix, AZ 85072

Jay L. Shapiro

Patrick J. Black

Fennemore Craig, P.C.

3003 N. Central, Suite 2600
Phoenix, AZ 85012

Attorneys for Panda Gila River

Raymond S. Heyman

Michael W. Patten

Roshka Heyman & DeWulf

One Arizona Center

400 E. Van Buren, Suite 800

Phoenix, AZ 85004

Attorneys for UniSource Energy Services

Lawrence V. Robertson, Jr.

Munger Chadwick, P.L.C.

National Bank Plaza

333 North Wilmot, Suite 300

Tucson, AZ 85711

Attorneys for Southwestern Power Group I,
Bowie Power Station and Mesquite Power

Michael A. Curtis

William P. Sullivan

Larry Udall

Martinez & Curtis, P.C.

2712 North Seventh Street
Phoenix, AZ 85006

Attorneys for Town of Wickenburg

Walter W. Meek, President

Arizona Utility Investors Association
2100 N. Central, Suite 210

Phoenix, AZ 85004

Scott S. Wakefield

Chief Counsel

RUCO

1110 W. Washington, Suite 220
Phoenix, AZ 85007

C. Webb Crockett

Fennemore Craig, P.C.

3003 N. Central, Suite 2600

Phoenix, AZ 85012

Attorneys for AECC and Phelps Dodge

Theodore E. Roberts
Sempra Energy Resources
101 Ash Street, HQ 12-B
San Diego, CA 92101-3017

Greg Patterson

Arizona Competitive Power Alliance
916 West Adams, Suite 3

Phoenix, AZ 85007

Major Allen G. Erickson

AFCES A/ULT

139 Barnes Drive, Suite 1

Tyndall AFB, Florida 32403-5319
Attorney for FEA

Michael L. Kurtz

Boehm, Kurtz & Lowry

36 E. Seventh Street, Suite 2110
Cincinnati, OH 45202
Attorneys for Kroger Company

Bill Murphy

Murphy Consulting

2422 E. Palo Verde Drive

Phoenix, AZ 85016

Consultant for Arizona Cogeneration Assn.

Robert W. Geake
Arizona Water Company
P. O. Box 29006
Phoenix, AZ 85038-9006
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Timothy M. Hogan

Arizona Center for Law in the Public Interest

202 E. McDowell Road, Suite 153

Phoenix, AZ 85004

Attorneys for Western Resource Advocates
and Southwest Energy Efficiency Project

S. David Childers

Low & Childers, P.C.

2999 North 44" Street, Suite 250
Phoenix, AZ 85018

Cynthia Zwick

Executive Director

Arizona Community Action Association
2627 North Third Street, Suite 2
Phoenix, AZ 85004

Coralette Hannon

AARP Department of State Affairs
6705 Reedy Creek Road

Charlotte, NC 28215

Rebecca C. Salisbury

56" Fighter Wing JA

7383 N. Litchfield Road

Luke AFB, AZ 85309-1540

Attorney for Federal Executive Agencies

Eric C. Guidry

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, CO 80302

Jeff Schlegel

SWEEP Arizona Representative
1167 West Samalayuca Drive
Tucson, AZ 85704-3224

Jay I. Moyes

Moyes Storey, Ltd.

1850 North Central, #1100

Phoenix, AZ 85004

Attorneys for PPL Sundance and PPL
Southwest Generation Holdings

Jesse A. Dillon

PPL Services Corporation
Two North Ninth Street
Allentown, PA 18101

Andrew W. Bettwy

Bridget A. Branigan
Southwest Gas Corporation
5241 Spring Mountain Road
Las Vegas, NV 89150

J. William Moore
Attorney at Law
1144 East Jefferson
Phoenix, AZ 85034

David Berry

Western Resource Advocates
P. O. Box 1064

Scottsdale, AZ 85252-1064

James M. Van Nostrand

Stoel Rives, LLP

900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

Jon Poston

AARP Electric Rate Project
6733 East Dale Lane

Cave Creek, AZ 85331

Katherine McDowell

Stoel Rives, LLP

900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

George M. Galloway

Arizona Competitive Power Alliance
900 SW Fifth Avenue, Suite 2600
Portland, OR 97204

Nicholas J. Enoch

Lubin & Enoch, P.C.

349 North Fourth Avenue

Phoenix, AZ 85003

Attorneys for IBEW Locals 387, 640 and 769

Marvin S. Cohen

Sacks Tierney, P.A.

4250 N. Drinkwater Blvd., 4™ Floor

Scottsdale, AZ 85251-3693

Attorneys for Contellation NewEnergy, Inc.
And Strategic Energy, LLC
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Paul R. Michaud

Michaud Law Firm, P.L.C.
23 Crimson Heights Road
Portland, CT 06480

Dome Valley Energy Partners

Robert Annan

Annan Group

6605 E. Evening Glow Drive
Phoenix, AZ 85262

Theodore E. Roberts
Sempra Energy Resources
101 Ash Sreet, HQ 12-B
San Diego, CA 92101

Donna M. Bronski
Deputy City Attorney
City Attorney’s Office
3939 Drinkwater Blvd.
Scottsdale, AZ 85251

W@W

Sean Seitz

President

Arizona Solar Energy Industries Association
5056 South 40™ Street, Suite C

Phoenix, AZ 85040

David Crabtree

Teco Power Services
P.O0.Box 111

Tampa, FL. 33601-0111

Raymond S. Heyman

Senior Vice President and General Counsel
UniSource Energy Services

One South Church Street, Suite 1820
Tucson, AZ 85701

Kenneth R. Saline, P.E.

K.R. Saline & Assoc., PLC
160 North Pasadena, Suite 101
Mesa, AZ 85201
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Power Supply Adjustment Plan of Administration
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Power Supply Adjustment Plan of Administration

General Description

The purpose of the Power Supply Adjustment (“PSA”) is to track changes in Arizona
Public Service Company’s (“APS”) cost of obtaining power supplies. This is done by
making an annual adjustment to the cost of fuel and purchased power embedded in APS’
base rates. The PSA applies to all fuel and purchased power costs incurred on or after
April 1, 2005. The costs/savings are shared on a 90 percent customet/10 percent APS
basis. The PSA has four different accounts: 1) an Annual Tracking Account, 2) an
Annual Adjustor Account, 3) a Paragraph 19(d) Balancing Account, and 4) a Surcharge
Account for any surcharge approved by the Commission.

Entries are made each month into the Annual Tracking Account. These entries reflect 90
percent of the difference between incurred fuel and purchased power costs and the sum of
costs collected through the base cost of fuel and purchased power rate ($0.020743
established in Decision No. 67744).

Monthly entries into the Annual Tracking Account are adjusted for the calculated net
savings from the PPL Sundance plant, using the methodology approved in Decision No.
67504 (p. 50). APS calculates the new fuel cost savings, purchased power savings, and
incremental off-system margin impacts by comparing two sets of projections for its own
load fuel and purchased power costs and off-system sales margins and using the
difference as the net savings amounts associated with the Sundance generation units.
One set of projections assumes APS ownership of the Sundance plant and the other set
assumes APS did not own the Sundance plant. The monthly entries into the Annual
Tracking Account are adjusted as if the Sundance plant was not acquired by APS. This
adjustment will no longer be made once rates are effective that recover the capital and
operating costs of the Sundance plant.

The results of the PSA are applied to customer bills through the Adjustor Rate. The
Adjustor Rate is applicable to APS’ retail electric rate schedules (with the exception of
Solar-1, Solar-2, SP-1, E-3, E-4, E-36 and Direct Access service) and is adjusted
annually. It is applied to the customer’s bill as a monthly kilowatt-hour (“kWh”) charge
that is the same for all customer classes. The Adjustor Rate is reset on February 1 of
each year. The Adjustor Rate must remain within a plus or minus $0.004 per kWh
bandwidth that limits the amount it can increase or decrease in a year. Decision No.
67744 also limits the Adjustor Rate to $0.004 from the base level ($0.000) over the entire
term of the PSA. Examples of applying the two bandwidths are as follows:

1. Assume that the Adjustor Rate was set at negative $0.002 per
kWh. The following year, the calculation of the new Adjustor
Rate would indicate a new rate of positive $0.003 per kWh.
However, since that rate would constitute a change of $0.005 from
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the prior year's Adjustor Rate, the new Adjustor Rate would be set
at $0.002 per kWh. That new rate would meet the limit of $0.004
from the base level.

2. Assume that the Adjustor Rate was set at $0.003 per kWh. The
following year, the calculation of the new Adjustor Rate would
indicate a new rate of $0.005 per kWh. Although the annual
change is less than $0.004, the new rate would constitute a change
from the base level that is greater than $0.004. Therefore, the new
Adjustor Rate would be set at $0.004 per kWh.

The Adjustor Rate is reset on February 1 each year. The new Adjustor Rate is effective
with the first billing cycle in February unless suspended by the Commission. It is not
prorated. APS submits a publicly available report to the Commission that shows the
calculation of the new Adjustor Rate. The amount expected to be recovered or refunded
through the Adjustor Rate is entered into the Annual Adjustor Account.

Any recoverable or refundable amounts outside of the bandwidths are recorded in the
Paragraph 19(d) Balancing Account and will carry over to the subsequent year or years.
The carryover amount shall not be subject to further sharing. Surcharges may be
approved by the Commission to recover/refund amounts in the Paragraph 19(d)
Balancing Account. Amounts approved for collection through surcharges will be
removed from of the Paragraph 19(d) Balancing Account.

Definitions

Adjustor Rate — A per kWh charge that is updated annually on February 1 of each year.
The purpose of this charge is to adjust the cost of fuel and purchased power embedded in
APS’ base rates to reflect the prior calendar year’s fuel and purchased power costs. This
annual adjustment is limited to a maximum change of plus or minus 4 mills in a year and
over the term of the PSA.

Annual Adjustor Account — A schedule/account by year that shows/records (after the
comparison of that year's actual versus collected base fuel and purchased power costs,
subject to the cap, and after application of the 90/10 sharing mechanism) the amount that
is available to be recovered through the PSA; the amount that can be collected through
the 4 mill adjustor and the applicable Adjustor Rate; and that tracks/records collections
per month and the monthly ending balance remaining to be collected.

Annual Tracking Account — A schedule/account by year that tracks/records on a monthly
basis APS' over/under-recovery of its actual costs of fuel and purchased power as
compared to the base cost, subject to a cap of $776,200,000 per calendar year. (Decision
No. 68437 allows deferral of costs in excess of the cap until the issue has been further
examined in Docket No. E-01345A-06-0009.)
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Base Cost of Fuel and Purchased Power — The fuel and purchased power cost embedded
in the base rates approved by the Commission in APS’ most recent rate case. Decision
No. 67744 set the base cost at $0.020743 per kWh.

ISFSI —Costs associated with the Independent Spent Fuel Storage Installation that stores
spent nuclear fuel.

Mark-to-Market Accounting — Recording the value of qualifying commodity contracts to
reflect their current market value relative to their actual cost.

Native Load — Native load includes customer load in the APS control area for which APS
has a generation service obligation and PacifiCorp Supplemental Sales.

PacifiCorp Supplemental Sales — The PacifiCorp Supplemental Sales agreement is a
long- term contract from 1990, which requires APS to offer a certain amount of energy to
PacifiCorp each year. It is a component of the set of agreements that led to the sale of
Cholla Unit 4 to PacifiCorp and the establishment of the seasonal diversity exchange with
PacifiCorp.

Paragraph 19(d) Balancing Account — A schedule/account that shows/records the amount
(after the application of the 4 mill adjustor) that remains to be refunded or collected
through either a Surcharge or through the next year's 4 mill adjustor, as well as any
interest accruals.

PSA — The Power Supply Adjustment mechanism used to update the Base Cost of Fuel
and Purchased Power each year for fluctuations in APS' actual cost of fuel and purchased
power.

Preference Power — Power allocated to APS wholesale customers by federal power
agencies such as the Western Area Power Administration.

Surcharge — A per kWh charge that can be applied to customer bills after Commission
approval to collect, or refund, an amount for the purpose of reducing the balance in the
Paragraph 19(d) Balancing Account. It can be either a positive or negative charge.

Surcharge Account — A schedule/account that shows/records any Surcharge approved,
including the amount, timing, rate, and whether interest is applied; and that tracks/records
collections per month and the monthly ending balance remaining to be collected.

System Book Fuel and Purchased Power Costs — The costs recorded for the fuel and
purchased power used by APS to serve both Native Load and off-system sales, less the
costs associated with applicable special contracts, E-36, RCDAC-1, ISFSI, Mark-to-
Market Accounting adjustments, and the savings associated with the acquisition of the
Sundance plant.
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System Book Off-System Sales Revenue — The revenue recorded from sales made to
non-Native Load customers, for the purpose of optimizing the APS system, using APS-
owned or contracted generation and purchased power, less Mark-to-Market Accounting
adjustments.

Traditional Sales-for-Resale — The portion of load from Native Load wholesale
customers served by APS, but excluding the load served with Preference Power.

Wheeling Costs (FERC Account 565, Transmission of Electricity by Others) — Amounts
payable to others for the transmission of APS' electricity over transmission facilities
owned by others.

Calculations

Schedule 1. Annual Tracking Account

1. Enter the monthly Retail Energy Sales (MWh) and the monthly Wholesale
Native Load Energy Sales. Add these two items together to produce the
monthly Total Native Load Energy Sales. Currently, Wholesale Native Load
Energy Sales include Traditional Sales-for-Resale and PacifiCorp
Supplemental Sales.

2. Enter the monthly System Book Fuel and Purchased Power Costs and the
monthly System Book Off-System Sales Revenue. Subtract the System Book
Off-System Sales Revenue from the System Book Fuel and Purchased Power
Costs to produce the monthly Net Native Load Power Supply Costs. The
System Book Fuel and Purchased Power Costs shall be adjusted for the
calculated net savings from Sundance using the methodology approved in
Decision No. 67504 from the PPL Sundance docket. The off-system sales
margin is embedded in the Net Native Load Power Supply Cost. The costs
associated with the off-system sales are included in the System Book Fuel and
Purchased Power Costs. When the System Book Off-System Sales Revenue
is subtracted from the System Book Fuel and Purchased Power Costs, the
difference between the off-system sales costs and revenue ends up in the Net
Native Load Power Supply Cost. That difference is the off-system sales
margin. A list of the items included in the PSA sales and costs described
above will be included in the PSA reporting schedules filed with the
Commission each month.

3. To calculate the Retail Power Supply Costs, divide the Retail Energy Sales by
the Total Native Load Energy Sales and then multiply the product by the Net
Native Load Power Supply Costs. The annual amount of Retail Power Supply
Costs that can be used to calculate the annual Adjustor Rate cannot exceed
$776,200,000. Decision No. 68437 allows deferral of costs in excess of the
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cap until the issue has been further examined in Docket No. E-01345A-06-
0009.

Directly-assigned power supply costs and related energy sales from applicable
Special Contract customers, Schedule E-36 customers, and customers returning to
Standard Offer service from competitive generation subject to Returning
Customer Direct Access Charge (“RCDAC”) treatment will be deducted prior to
the above calculations.

4.

The amount recovered by the power supply costs embedded in base rates has
to be calculated in order to determine the monthly (over)/under collection. To
calculate the monthly Base Rate Power Supply Revenue, multiply the Retail
Energy Sales by the Base Cost of Fuel and Purchased Power.

Subtract the Base Rate Power Supply Revenue from the Retail Power Supply
Costs to get the monthly Pre-90/10 Sharing (Over)/Under Collection amount.

The Post-90/10 Sharing (Over)/Under Collection amount is calculated by
multiplying the Pre-90/10 Sharing (Over)/Under Collection amount by 90
percent. Each monthly Post-90/10 Sharing (Over)/Under Collection amount is
added to the cumulative Tracking Account Balance.

An interest rate, based on the one-year Nominal Treasury Constant Maturities
rate contained in the Federal Reserve Statistical Release, H-15, is applied each
month to the previous month's Tracking Account Balance and added to the
cumulative Tracking Account Balance. The interest rate is adjusted annually
on the first business day of the calendar year in the same manner as the APS
customer deposit rate.

Schedule 2. Annual PSA Adjustor Rate Calculation

1.

2.

Enter the Tracking Account Balance from Schedule 1.

Add the Annual Adjustor Account Balance from Schedule 3, the Paragraph
19(d) Balancing Account Balance from Schedule 4, and the Surcharge
Account Balance (if a Surcharge has terminated) from Schedule 5 to
determine the Total (Credit)/Charge Amount.

The Computed Adjustor Rate is calculated by dividing the Total
Credit/Charge Amount by the Projected Energy Sales (kWh) for the next 12
months. The Computed Adjustor Rate is then compared to the plus or minus
$0.004 per kWh bandwidth. The Projected Energy Sales amount will exclude
E-3, E-4, and E-36 sales.

The Adjustor Rate Bandwidth Upper Limit is $0.004 per kWh. The Adjustor
Rate Bandwidth Lower Limit is $(0.004) per kWh.
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If the Computed Adjustor Rate is inside the bandwidth, the Computed
Adjustor Rate becomes the Applicable Adjustor Rate, except that the Adjustor
Rate is limited to $0.004 from the original base level ($0.000) over the entire
term of the PSA. It is then applied to customer monthly bills for the next 12
months.

If the Computed Adjustor Rate is outside the bandwidth, the Applicable
Adjustor Rate can be no higher than the upper limit of the bandwidth and no
lower than the lower limit of the bandwidth.

The Applicable Adjustor Rate is multiplied by the projected Energy Sales to
calculate the amount to be carried forward to the Annual Adjustor Account.

If the amount to be carried forward to the Annual Adjustor Account is less
than the Total (Credit)/Charge Amount used to calculate the Applicable
Adjustor Rate, then the difference is carried forward to the Paragraph 19(d)
Balancing Account.

Schedule 3. Annual Adjustor Account

1.

The Adjustor Rate from Schedule 2 is entered on Schedule 3 in February. The
Amount Carried Forward to Annual Adjustor Account is entered as the
Beginning Balance.

Each month, the Adjustor Rate is multiplied by the Retail Energy Sales to
calculate the revenue received from the Adjustor Rate. The revenue is
subtracted from the Beginning Balance.

Interest is applied monthly based on the effective one-year Nominal Treasury
Constant Maturities rate that is contained in the Federal Reserve Statistical
Release, H-15, or its successor publication. The interest rate is adjusted
annually on the first business day of the calendar year in the same manner as
the APS customer deposit rate.

Schedule 4. Paragraph 19(d) Balancing Account

1.

The Amount Carried Forward to Paragraph 19(d) Balancing Account from
Schedule 2 is entered as the Beginning Balance.

Fach month, interest is applied based on the effective one-year Nominal
Treasury Constant Maturities rate that is contained in the Federal Reserve
Statistical Release, H-15, or its successor publication. The interest rate is
adjusted annually on the first business day of the calendar year in the same
manner as the APS customer deposit rate.
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3. Whenever the Commission approves a Surcharge, the amount to be collected
through the surcharge is subtracted from the balance.

APS is required to make a filing for a Surcharge in the following circumstances.
If the size of the Paragraph 19(d) Balancing Account, as shown in the monthly
reports filed with the Commission, reaches plus or minus $50 million, APS has up
to 45 days to either file a request for Commission approval of a Surcharge or an
explanation of why such a Surcharge is not necessary. In no event shall APS
allow the Paragraph 19(d) Balancing Account to reach $100 million prior to
seeking recovery or refund. Should APS seek to recover or refund an amount
from the Paragraph 19(d) Balancing Account, the timing and manner of recovery,
or refund, and whether interest will be allowed to accrue on the Surcharge
balance, will be addressed at that time.

Schedule 5. Surcharge Account

1. The approved Surcharge Rate is entered on Schedule 5 in the month it takes
effect. The timing of the Surcharge and whether interest is applied are
indicated on the schedule. The approved Surcharge amount is entered as the
Beginning Balance.

2. Each month, the Surcharge Rate is multiplied by the Retail Energy Sales to
calculate the revenue received from the Surcharge Rate. The revenue is
subtracted from the Beginning Balance.

3. If interest is authorized, it is applied monthly based on the effective one-year
Nominal Treasury Constant Maturities rate that is contained in the Federal
Reserve Statistical Release, H-15, or its successor publication. The interest
rate is adjusted annually on the first business day of the calendar year in the
same manner as the APS customer deposit rate.

Compliance Reports

APS shall provide monthly reports to Staff’s Compliance Section and to the Residential
Utility Consumer Office detailing all calculations related to the PSA. An APS Officer
shall certify under oath that all information provided in the reports itemized below is true
and accurate to the best of his or her information and belief. These monthly reports shall
be due within 30 days of the end of the reporting period.

The publicly available reports will include at a minimum:

1.

The Annual Tracking Account, Annual Adjustor Account, Paragraph 19(d)
Balancing Account, and Surcharge Account calculations, including all input and
outputs.

Total power and fuel costs.
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3. Customer sales in both MWh and thousands of dollars by customer class.
4. Number of customers by customer class.

5. A detailed listing of all items excluded from the PSA calculations.

6.
7
8
9.
1

A detailed listing of any adjustments to the adjustor reports.

. Total off-system sales revenues.

System losses in MW and MWh.
Monthly maximum retail demand in MW.

0. Identification of a contact person and phone number from APS for questions.

APS shall provide to Commission Staff monthly reports containing the information listed
below. These reports shall be due within 30 days of the end of the reporting period. All
of these additional reports will be provided confidentially.

A.

el

w

b

Information for each generating unit shall include the following items:

Net generation, in MWh per month, and 12 months cumulatively.

Average heat rate, both monthly and 12-month average.

Equivalent forced-outage rate, both monthly and 12-month average.

Outage information for each month including, but not limited to, event type, start
date and time, end date and time, and a description.

Total fuel costs per month.

The fuel cost per kWh per month.

Information on power purchases shall include the following items per seller:

The quantity purchased in MWh.

The demand purchased in MW to the extent specified in the contract.
The total cost for demand to the extent specified in the contract.

The total cost of energy.

Information on economy interchange purchases may be aggregated.

DO pa

Information on off-system sales shall include the following items:

An itemization of off-system sales margins per buyer.

. Details on negative off-system sales margins.

Fuel purchase information shall include the following items:

. Natural gas interstate pipeline costs, itemized by pipeline and by individual cost

components, such as reservation charge, usage, surcharges and fuel.

. Natural gas commodity costs, categorized by short-term purchases (one month or

less) and longer term purchases, including price per therm, total cost, supply
basin, and volume by contract.
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E. Monthly projections for the next 12-month period showing estimated
(Over)/under-collected amounts.

F. A summary of unplanned outage costs by resource type.

Work papers and other documents that contain proprietary or confidential information
will be provided to the Commission Staff under an appropriate confidentiality agreement.
APS will keep fuel and purchased power invoices and contracts available for
Commission review. The Commission has the right to review the prudence of fuel and
power purchases and any calculations associated with the PSA at any time. Any costs
flowed through the PSA are subject to refund, if those costs are found to be imprudently
incurred.

Allowable Costs

The allowable PSA costs include fuel and purchased power costs incurred to provide
service to retail customers. Additionally, the prudent direct costs of contracts used for
hedging system fuel and purchased power will be recovered under the PSA. The
allowable cost components presently include the following Federal Energy Regulatory
Commission (“FERC”) accounts:

501 Fuel (Steam)

518 Fuel (Nuclear) less ISFSI regulatory amortization
547 Fuel (Other Production)

555 Purchased Power

565 Wheeling (Transmission of Electricity by Others)

kB

These accounts are subject to change if the Federal Energy Regulatory Commission alters
its accounting requirements or definitions.

Directly Assignable Power Supply Costs Excluded

Decision No. 66567 provides APS the ability to recover reasonable and prudent costs
associated with customers who have left APS standard offer service, including special
contract rates, for a competitive generation supplier and then return to standard offer
service. For administrative purposes, customers who were direct access customers since
origination of service and request standard offer service would be considered to be
returning customers. A direct assignment or special adjustment may be applied that
recognizes the cost differential between the power purchases needed to accommodate the
returning customer and the power supply cost component of the otherwise applicable
standard offer service rate. This process is described in the Returning Customer Direct
Access Charge rate schedule and associated Plan for Administration filed with the
Commission.




PSA Plan of Administration
Page 11 of 11

In addition, if APS purchases power under specific terms on behalf of a standard offer
special contract customer, the costs of that power may be directly assigned. In both
cases, where specific power supply costs are identified and directly assigned to a large
returning customer or standard offer special contract customer or group of customers,
these costs will be excluded from the Adjustor Rate calculations. Schedule E-36
customers are directly assigned power supply costs based on the APS system incremental
cost at the time the customer is consuming power from the APS system so their power
supply costs are excluded from the PSA.
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Line
No.
1

2

10

1

12

13

14

ARIZONA PUBLIC SERVICE COMPANY
Schedule 2
PSA Adjustor Rate Calculation

PSA Adjustor Rate Calculation

Tracking Account Balance (from Schedule 1)

Annual Adjustor Account Balance (from Schedule 3)*

Surcharge Account Balance after surcharge termination (from Schedule 5)**
Paragraph 19(d) Balancing Account Balance (from Schedule 4)**

Total (Credit)/Charge Amount (Line 1 + Line 2 + Line 3 + Line 4)

Projected Energy Sales without E-3, E-4 and E-36 (kWh) -

Computed Adjustor Rate per kWh (Line 5/ Line 6)

Current Adjustor Rate per kWh $ -
Difference between Current Adj. Rate and Computed Adj. Rate (line 7 - line 8) $ -
Adjustor Rate Bandwidth

Adjustor Rate Bandwidth Upper Limit

Adjustor Rate Bandwidth Lower Limit

Applicable Adjustor Rate per kWh for February 1, 20XX

Amount Carried Forward to Annua! Adjustor Account (Line 6 * Line 12)

Amount Carried Forward to Paragraph 19(d) Balancing Account (Line 5 - Line 13)

$ -
$ -
$ -
$ -
$ .
$ -
$  0.004000
$ (0.004000)
$ .
$ .
$ -

* Because the actual amount of revenue to be received in January from the adjustor rate was not yet available at the time of filing this schedule,
the Annual Adjustor Account Balance used here contains estimated revenue for January. The difference between estimated and actual revenue
for January will be included in the February numbers for the new year's Annual Adjustor Account.

** Includes interest for January.
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